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Learning Outcome 

Unit 6 builds on knowledge gained in the previous Units and explores why there is an 

insufficient level of investment in adaptation from the societal perspective. A sufficient 

level of adaptation is described as those individual adaptation measures implemented 

where the (social) benefits are higher than the (social) costs. We introduce and 

categorise market imperfections which may systematically keep private adaptation 

investments from materialising. We also introduce adaptation planning as the process of 

estimating the social benefits from making the adaptation public goods available, through 

maximising welfare or minimising total costs for the benefit of society. We explore why 

the amount of public (adaptation) activities and investments may also be insufficient from 

society’s perspective, and introduce barriers which may influence adaptation planning 

and affect public investment decisions. Once these barriers have been identified, there 

are a variety of options to tackle or overcome them, leading to efficient market outcomes. 

This provides guidance for the way in which public finance or policy can facilitate private 

financial flows towards adaptation.  

 

Learning outcomes of this module will be: 

 

 Understand what an insufficient level of adaptation is and why we observe an 

insufficient level of adaptation investments 

 Identify the reasons for the difference of (adaptation) benefits and costs from the 

societal perspective and the perspective of individual actors 

 Learn about market imperfections which may prevent commercially attractive 

(adaptation) investments 

 Learn about barriers which may influence adaptation planning and affect public 

investment decisions 

 Understand the double role of the public sector: (1) facilitating the structural 

change of an economy adapting to the climate change, including a view to 

overcoming the barriers to private commercial adaptation finance, and (2) 

investing as a public actor in adaptation related activities wherever that is 

necessary and appropriate 

 Identify financial support instruments which policymakers and public finance 

institutions can use to try to overcome these barriers 
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1 Introduction  

So far in the course, we have discussed the context of climate change and considered 

why economies need to adapt. We defined adaptation as a process of adjustment and 

introduced adaptation measures as a reaction to structural change, with actors within an 

economy doing business and taking business decisions based on expectations of the 

future. This brought us to the natural roles of those actors, thinking about how different 

actors are differently affected by climate change and the role they might play in the 

adaptation process.  

 

Governments are responsible for adaptation planning, facilitating or moderating climate-

induced structural change, which has become a major strand of public policy. Private 

actors implement adaptation-related projects to protect and enhance their business 

activities in a changing environment. Substantial investment in adaptation and resilience 

is already occurring in the private sector, financed by private capital, but often not 

labelled as ‘adaptation’. 

 

However, as introduced in Unit 2, there is a (perceived) gap between global adaptation 

needs and the funds dedicated towards adaptation. From the adaptation planning 

perspective, current adaptation investments are far from sufficient. In an efficient market, 

all socially desirable (adaptation) investments would take place. Therefore, in the first 

part of this Unit we will assess what a sufficient level of adaptation would be, and explore 

reasons for the so-called ‘adaptation gap’. We conclude that there may be ‘barriers’ 

systematically keeping private adaptation projects from materialising. 

 

In a next step, we will explore market imperfections (‘barriers’) that may lead to an 

unjustified reduction of the attractiveness of private adaptation investments, leading to an 

insufficient amount of adaptation investments that would be beneficial from the societal 

perspective. We also briefly explore barriers to public adaptation investment and wider 

investment planning and decision making processes. Tackling these market 

imperfections (‘barriers’) falls largely within the remit of national governments as they 

facilitate structural change. Identifying these barriers helps to guide policy priority on 

distribution, international, national and regional adaptation planning and supports 

institutions and funds to set priorities and identify adaptation actions. 

 

Therefore, we dedicate the last part of this Unit to analysing the double role of public 

actors to facilitate structural change within an economy: (1) facilitating the structural 

change of an economy adapting to the climate change, including a view to overcoming 

the barriers to private commercial adaptation finance, and (2) investing as a public actor 

in adaptation related activities wherever that is necessary and appropriate. 



   

© 2017 Frankfurt School of Finance & Management  5 
CECAF | Unit 6 - Overcoming Barriers to Adaptation Finance 

2 Levels of Adaptation Investments 

 From the perspective of the society as a whole, an appropriate level of adaptation 

investments is realised if the adaptation measures are realised where the (social) 

benefits are greater than the (social) costs. 

 There may be adaptation measures where the benefits to the investor do not 

exceed the costs to the investor but still social benefits exceed social costs. Those 

investments not being realised might explain part of the so-called “adaptation 

finance gap”.  

 
Current estimates of adaptation finance vary substantially, but it is widely recognised that 

the gap between adaptation needs in developing countries and current available finance 

will likely increase significantly from 2030 – 2050 unless new and additional finance for 

adaptation is mobilised through public and private sources. 1 , 2  Therefore, concerns 

remain that progress on climate adaptation is insufficient.3 

 

All actors, public or private, will consider investing in an adaptation measure when there 

is threat of climate change on their activities or daily life. The structural shift in the 

economy has already started driving investment in new business models, technologies, 

new infrastructure as well as the upgrading/climate proofing and relocation of existing 

infrastructure.4 Some adaptation measures are likely to be financed by governments 

since they directly concern areas of government (or public) activities, such as storm 

shelters, dams, or flood-resistant streets. However, in sectors where commercial or 

purely private activities are affected by climate change, most financing is likely to be 

commercially driven. There are two main motivations that lead private actors to 

implement adaptation: i) to hedge against or reduce risk, and ii) to exploit new markets 

and business opportunities. Substantial investment in adaptation and resilience is 

already occurring in the private sector, financed by private capital, but often not labelled 

as ‘adaptation’. An adaptation investment will occur, as any other private investment, if 

there is a return or it lowers the risk to the private actor, or in other words if  the benefits 

are greater than the costs. 

 

                                                        

1 UNEP, (2016), The Adaptation Finance Gap Report, United Nations Environment Programme (UNEP), 
Nairobi 
2 Whitley, S., Norman, M., and Canales Trujillo, N. (2016), Mobilising private climate finance in lower-
income countries, Overseas Development Institute (ODI). 
3 World Economic Forum, (2015), Global Risks 2015, 10th Edition, Insight Report, 
http://www3.weforum.org/docs/WEF_Global_Risks_2015_Report15.pdf  
4 Druce, L., U. Moslener, C. Gruening, P. Pauw, and R. Connell, 2016, “Demystifying adaptation finance 
for the private sector”, UNEP report, UNEP. 

http://www3.weforum.org/docs/WEF_Global_Risks_2015_Report15.pdf
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Assessing the benefits and costs of adaptation is an important part of adaptation 

planning for all actors. The International Panel on Climate Change (IPCC) defines 

adaptation costs and benefits as:5 

 Adaptation costs: “the costs of planning, preparing for, facilitating and 

implementing adaptation measures, including transition costs”.  

Adaptation benefits: “the avoided damage costs or the accrued benefits 

following the adoption and implementation of adaptation measures”. 

 

Value creation and the businesses bottom line are important key figures when 

considering adaptation investments. Private actors assessing the benefits and costs of 

an adaptation measure typically assume different climate impact scenarios. The analysis 

of climate projections could also include the changes of climate on various economic 

activities including behavioural patterns (changes in demand and supply), environmental 

considerations and physical implications such as infrastructure. Adaptation measures 

must then be identified and quantified. The financial cost and benefits of the adaptation 

options should allow the actor to determine the optimal adaptation measure. The benefits 

may include a new business opportunity realised, reduced operating costs over the 

longer term (see example below), an accrued benefit with financial return, or an accrued 

benefit without financial return such as Corporate Social Responsibility (CSR). CSR 

efforts can be seen as part of a company’s endeavours to broaden relationships with 

their stakeholders and address social and environmental concerns. Private actors often 

direct CSR activities to the communities in which they operate, delivering positive 

impacts which could also incorporate climate actions and sustainable development.  

 

 Example 

Bangladesh is highly vulnerable to flooding during the summer monsoon 

(June – October) and water scarcity in the dry season (April – May). 

Bangladesh is reliant on the flow of the Brahmaputra, Meghna and Ganges 

river basins for water supply. Deforestation and flood control in the 

upstream catchment areas increase the flood peaks while water withdrawals 

and diversions result in water scarcity in the dry season. Climate change is 

exacerbating the problem, with salinity intrusion increasing dramatically, 

water sources drying up and demand increasing. At the same time, industry 

makes up 28,6% of the Gross Domestic Product (GDP) in Bangladesh.6 The 

Bangladesh Garment Manufacturers and Exporters Association (BGMEA) 

                                                        

5 IPCC, 2007, Climate Change 2007: Working Group II: Impacts, Adaptation and Vulnerability, Glossary, 
IPCC Fourth Assessment Report, 
https://www.ipcc.ch/publications_and_data/ar4/wg2/en/annexessglossary-a-d.html  
6 CIA World Factbook (accessed April 2017), Economy Bangladesh, 
https://www.cia.gov/library/publications/the-world-factbook/geos/bg.html  

 Company valuation and 
other motivations for 
private climate-related 
adaptation investments are 
provided in Unit 7. 

https://www.ipcc.ch/publications_and_data/ar4/wg2/en/annexessglossary-a-d.html
https://www.cia.gov/library/publications/the-world-factbook/geos/bg.html
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therefore set an ambitious target for the textile sector to export USD 50 

billion by 2021 and USD 82,5 billion by 2030. Reaching these targets would 

result in additional demand in water resources of over 3.400 billion litres by 

2030, the equivalent of the annual water needs of around 60 million people.7 

With 18 factories, the DBL Group is one of Bangladesh’s largest garment 

and textile conglomerates. In 2011, as a pilot under the International 

Finance Corporation (IFC) Cleaner Production project, the DBL upgraded 

equipment and fixed insulation and leaks in order to conserve water. 

Upgrades included installing new dyeing machines which consume 50% 

less water than average dyeing machines. 

Water saving measures such as the upgrades made by DBL Group can 

significantly reduce operational costs while at the same time help 

businesses to address water scarcity. Indeed, from a commercial 

perspective, the savings amounted to USD 500.000 in year one.8 Through 

water savings, the project also contributes to reducing water scarcity, 

making water available for others (the social or economic perspective).  

 

Assessing the climate impact, potential risk to business activities, or the creation of a 

new business opportunity is important for all actors before implementing an adaptation 

measure. This informs actors when to act and how to prioritise adaptation measures and 

investments, in order to minimise the (expected) impacts and reduce their effects cost-

effectively. There are a range of approaches that are used to assess economic benefits 

and costs and benefits of adaptation options, including a cost-benefit analysis, cost-

effect analysis or multi-criteria analysis. 

 

All private actors, in response to structural change driven by climate change, will identify 

the most appropriate intervention for reducing vulnerability, increasing resilience, or 

enhancing adaptive capacity. The most appropriate intervention is one where the private 

(adaptation) benefits are higher than the private costs of adapting. Private costs or 

benefits in this context refer here to the costs carried or benefits realised by the 

individual actors.  

 

As opposed to this there may be situations where the benefits of implementing an 

adaptation measure may be greater than the costs from the perspective of the whole 

society, but where the avoided damage costs or accrued benefits of the adaptation 

                                                        

7 2030 Water Resources Group, (2015), An Analysis of Industrial Water Use in Bangladesh with a focus 
on the textile and leather industries, https://www.2030wrg.org/wp-content/uploads/2016/02/WRG-
Bangladesh-Report.pdf  
8 Yee, A., (2013), Conservation Pays Off for Bangladeshi Factories, New York Times, 
http://www.nytimes.com/2013/03/22/business/energy-environment/conservation-pays-off-for-bangladeshi-

factories.html?_r=0  

https://www.2030wrg.org/wp-content/uploads/2016/02/WRG-Bangladesh-Report.pdf
https://www.2030wrg.org/wp-content/uploads/2016/02/WRG-Bangladesh-Report.pdf
http://www.nytimes.com/2013/03/22/business/energy-environment/conservation-pays-off-for-bangladeshi-factories.html?_r=0
http://www.nytimes.com/2013/03/22/business/energy-environment/conservation-pays-off-for-bangladeshi-factories.html?_r=0
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measure do not exceed the costs of the individual or the investor. Just think of a private 

actor considering building a private dam to protect the production plant from flooding, 

where the new dam would also decrease the risk of flooding of a nearby village. The 

private actor might choose not to build the dam because his costs exceed the expected 

benefit by a tiny amount only. But of course his private considerations did not include the 

positive effects (so-called positive externality) on the village. In this hypothetical example 

the project would not be realised although it would have made sense to do so. If there is 

a positive externality, then the cost for the whole society (‘social costs’) are smaller than 

the private costs. In this case, the actor may decide not to invest, or to make an 

alternative investment which provides a higher financial return. This difference between 

the perspective of the individual actor and the wider society might explain a part of the 

‘adaptation gap’.9  

 

From the societal perspective, a sufficient level of adaptation would be where all 

individual adaptation measures are implemented where the (social) benefits are higher 

than the (social) costs. To say it another way, in an efficient market, all socially desirable 

(adaptation) investments would take place. 

 

Therefore, there may be market imperfections, or barriers, systematically keeping 

(socially optimal) adaptation projects, from happening. We will explore market 

imperfections that may lead to an unjustified reduction of the attractiveness of adaptation 

investments, leading to an insufficient amount of adaptation investments that would be 

beneficial from the societal perspective or attractiveness of maladaptive measures that 

would be not desired from the social perspective. We consider whether, from an 

economic perspective, just the fact that a project is adaptation-related justifies public 

intervention. 

 

? Food For Thought 

Are you aware of other examples where individual investments have a 

negative or positive effect from the perspective of society? Have these been 

taken into consideration? If yes, in which way? 

 

 

 

                                                        

9 Assuming the new dam would increase the risk for flooding of the nearby village, the costs for the whole 
society (‘social costs’) are greater than private costs. In this case, the actor may decide to invest, 
although it might not be socially desirable (‘maladaptation’). 
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